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Dear Convener 

Audit Scotland response to SCPA report on Audit Scotland’s budget proposal 2009-10  
 
I refer to the report of the Commission on Audit Scotland’s 2009-10 budget proposal and your request 
for a response. 
 
I now have pleasure in sending you a response to your recommendations, after consulting with the 
Board of Audit Scotland. 
 
We welcome the Commission’s recommendation that the budget bid be approved.  
 
We also note that you have drawn attention to the significant improvement in the percentage of audit 
fees that were agreed within set timescales.  We will, of course, strive to sustain this improvement in 
future years.  
 
We appreciate the Commission’s acknowledgement of the international development work that Audit 
Scotland undertakes. 
 
The Commission will be aware that I, with the support of colleagues from Audit Scotland, 
endeavoured to respond to a number of the points made in your report during the public session on 
5 November.  I hope that the Commission will find our responses to its report helpful and clear but, as 
always, we would be happy to provide any further information or discuss any of the matters covered 
with the Commission.  
 

Yours sincerely 

 

Robert W Black 
Auditor General for Scotland 



Audit Scotland response to SCPA report on Audit Scotland’s budget proposal 2009-10  

Impact 
 
SCPA Recommendation 
29. The Commission also notes that Audit Scotland does not yet appear to have made any 
further progress on attempting to quantify the impacts and benefits of its work, which would 
provide useful background explanation and justification for its expenditure. The Commission 
recognises the work done by Audit Scotland, and the improvements, savings and 
efficiencies for public bodies that can be identified in the course of its work. The 
Commission recommends that Audit Scotland should consider further how it can 
collate these impacts so that it can quantify the return to the public purse from the 
investment in the audit function. The Commission requests that Audit Scotland reports 
back to it on this.  
 
 
Audit Scotland response 
 
There has been a great deal of work undertaken, and still ongoing, within Audit Scotland in 
assessing the impact of our work.  This important topic has not been the subject of full 
discussion in recent public sessions of the Commission at which I have been giving evidence.  
My colleagues and I would welcome the opportunity to share with the Commission our work 
in this area. 
  
Our Annual Report for 2007-08 described the progress that we made during that financial 
year, and some of the impact of our work.  It drew attention, for example, to the £9.7 million 
of overpayments and savings identified through the National Fraud Initiative that we ran 
between January 2007 and March 2008.  This brought the cumulative savings delivered in 
Scotland through this initiative to £37 million.  The Annual Report also gives the example of 
our report on managing long term conditions which directly led to a number of improvements.  
 
As the external auditor noted  in his report to the SCPA, Audit Scotland has in place an 
Impact Group which has been examining this area. Under the heading “notable areas of 
progress”, the external auditor notes the development of a framework for measuring the 
impact of our work, following consultation with clients and stakeholders.   
 
We are committed to capturing and reporting evidence of the impact of our work annually, 
through our annual report, and over time, by tracking the longer term impact of our work.  We 
agree with the Commission that it is important that we quantify where possible the financial 
benefits of our work.  However, quite often the impact is not a  direct financial one, and  it is 
important that we capture the wider benefits too, in areas such as improved financial 
management and governance, planning and management of service delivery and 
improvements in the quality of service. 



 

EYF 
SCPA Recommendation 
 
35. The Commission is encouraged by the Auditor General’s comments that Audit 
Scotland proposes to rely less on EYF, and by comments Audit Scotland made in 
evidence that, in the six months of the current financial year, it is much closer to its 
expenditure budget than it has been in recent years. The Commission recognises that 
the reduction in Audit Scotland’s dependence on EYF will take some time to be fully 
implemented. However, comparing the figures of the current and previous year’s 
budget revisions, the Commission is concerned that Audit Scotland has not yet made 
as much progress on EYF as it would have expected. The Commission will continue to 
monitor Audit Scotland’s progress on this recommendation and expects to see a 
marked down-turn in reliance on EYF in next year’s budget revision.  
 
We welcome the SCPA’s recognition of our commitment to reduce our use of EYF and the 
acknowledgement that this will take some time to be fully implemented.  As we explained 
during the public session we were not able to make changes to budget figures for the year 
2007-08 because of the timing issues. However, we have tightened some aspects of our 
budgeting for 2008-09.   As we explained to the Commission, in future years, the amount of 
EYF requested should come down significantly. 
 

Correspondence handling 
 
SCPA recommendation 
 
47. The Commission has some concern with the significant sum of money that Audit 
Scotland seeks to carry forward for its correspondence handling pilot exercise. The 
work of handling correspondence is already being carried out and is simply being re-
organised in the pilot. The Commission, therefore, recommends that if the pilot is 
successful Audit Scotland should absorb any long term cost into its core budget. The 
Commission would expect to see Audit Scotland redeploying existing resources to 
cover the costs rather than increasing its staffing levels.  
 
Audit Scotland response 
 
I gave evidence to the Commission that many correspondents raise technical and complex 
issues that require careful and sometimes detailed investigation.  This can require significant 
resources  I note Commission’s views, which will be fully taken into account.  



Shared services 
 
SCPA recommendation 
 
51. The Commission notes that the purchase of a replacement payroll/HR system may 
make it difficult for Audit Scotland to share backroom services in the future if it has a 
HR system that is not compatible or cannot be integrated with other bodies. 
Notwithstanding Audit Scotland’s requirement for operational independence, the 
Commission is not persuaded that the possibility of shared backroom services with 
other organisations would necessarily cause a conflict of interest for Audit Scotland. 
In light of the Crerar Review and the forthcoming Scottish Government bill on reform 
of public services, the Commission recommends that Audit Scotland revisit the issue 
of shared backroom services and report back to the Commission.  
 
Audit Scotland response 
 
Audit Scotland will continue to look for appropriate opportunities for shared services and will 
reconsider the issue once the current reviews of the scrutiny landscape have been concluded 
and legislation enacted.  Audit Scotland has an active role in helping to take forward the 
recommendations from the scrutiny review. The Cabinet Secretary for Finance and 
Sustainable Growth has asked us to lead the co-ordination of local government scrutiny.  
This is intended to reshape the way in which each of the scrutiny bodies involved in local 
government undertakes their work, increase the extent to which our work is carried out jointly, 
and ultimately reduce the volume of scrutiny where appropriate.   
 
It is important to keep in mind that Audit Scotland and its appointed auditors are required to 
comply with the Ethical Standards for Auditors issued by the UK Auditing Practices Board.  
 
Those standards state that auditors should not provide accounting services to audit clients 
that are listed companies (or equivalent public sector entities such as the Scottish 
Government) or to any client where the accounting services would involve the auditor 
undertaking part of the role of management. In addition, an audit firm should not enter into a 
business relationship with an audit client except where they involve the purchase of goods 
and services from the audit client or the audit firm in the ordinary course of business and on 
an arm’s length basis and the value involved is not material to either party. 
 
We have tried to ensure that these restrictions do not prevent Audit Scotland from seeking 
opportunities to benefit from shared services arrangements where they are appropriate. For 
example Audit Scotland provides accommodation and IT services to the Scottish arm of the 
UK Sustainable Development Commission and is able to take advantage of some Scottish 
Government purchasing contracts.  And of course, Audit Scotland is itself a shared services 
organisation for the Accounts Commission and the Auditor General, resulting in efficiency 
and effectiveness gains that would be impossible with two separate originations 



 

Budget revision deadline 
 
SCPA recommendation 
 
53. The Commission considers that the current process whereby Audit Scotland 
submits its proposed budget revision alongside its budget proposal for the following 
year does not give the Commission adequate opportunity to scrutinise the budget 
revision meaningfully – or enter into any discussions with Audit Scotland about any 
concerns - before it has to be approved. The Commission will, therefore, enter into 
negotiations with Audit Scotland with a view to bringing the deadline for submission 
of the Autumn Budget Revision forward to the start of September. The Commission 
believes that this will provide for more detailed consideration with scope for Audit 
Scotland to make changes before the statutory instrument is laid.  
 
Audit Scotland response 
 
Audit Scotland agrees that a different schedule for budget revision proposals would be better 
and is happy to discuss ways of doing this with the Commission. 
 

New pay structure 
 
SCPA recommendation 
 
60. The Commission appreciates the sensitive nature of the discussion with trades 
unions about a new pay structure for Audit Scotland. However, the Commission is 
disappointed that the figures have not been agreed prior to the submission of the 
budget bid, which makes its scrutiny more difficult. The Commission expects to 
receive a detailed supplementary report on this issue when final agreement is reached.  
 
We note the Commission’s request. The oversight and governance of pay, terms and 
conditions is, of course, a very important duty of the Audit Scotland Board.  
 
A full report on costings will go to the Audit Scotland Board and the Board will communicate 
again with the SCPA when an agreement is reached.   



Efficiency savings 
 
68. Paragraph 21 above notes some debate about what might be classed as genuine 
efficiencies. The Commission is concerned about the classification of "efficiency 
savings" used by Audit Scotland, and the way in which it has still ended up with 
above-inflation increases in revenue expenditure. The Commission urges Audit 
Scotland to review its practice in this area, and intends to examine these issues 
further. 
 
Audit Scotland notes the Commission’s comments. 
 
In arriving at its efficiencies, Audit Scotland has followed the principles contained in the 
Scottish Government’s “Process and guidance for the 2008-20011 efficiency programme”  
published in April 2008.  In particular, our basis for determining an efficiency saving is that 
either the same output is being delivered for less input than previously, or that more output is 
being delivered for the same input.  The guidance states that the baseline for efficiency 
measures is the Departmental Expenditure Limit (ie the approved budget) for the previous 
year.  This basis allows all bodies to be treated equally and allows efficiencies to be clearly 
tracked over time.  
 
The calculation of efficiencies is an entirely separate exercise from assessing the impact of 
inflation on our  cost base or from considering the costs of additional activities. 
 
It is therefore possible for an organisation to have achieved efficiency targets but still have 
above inflation increases in its costs. As an example, Audit Scotland has demonstrated 
efficiency savings of 2.2% from its previous year’s budget, but has had to increase the audit 
work in central government and health audits by around 6% to allow for the introduction of 
International Financial Reporting Standards. 
 
We would be happy to discuss this further with the Commission. 
 

Legal and professional fees 
 
70. Audit Scotland advised that it had only just started its forecasting for the outturn 
for 2008-09 and stated that it anticipates that this budget will flatten rather than 
continue to rise at the same rate. The Commission notes the substantial year-on-year 
increases in legal and professional fees and expects to see a flattening of this 
increase in next year’s budget bid.  
 
The largest element of our expenditure on Legal and Professional fees relates to specialised 
consultancy support that we require to supplement our in-house teams when carrying out 
performance and best value studies.  A significant part of these costs relate to our best value 
work and as we explained in the public session the increase in costs in this area is due to a 
restoration of budget to a level that was identified at the commencement of these audits 
some four years ago.  
 
We anticipate expenditure on legal and professional fees will flatten at around the level of our 
anticipated expenditure in the current financial year.  
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